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For fiscal year 1983 a loss rattier than a savings at both the state and regional 
level could result from the closure of Rochester State Hospital (RSH). The deficit for 
the state has been calculated in this report to be $1,535,219. This is in addition to 
nearly $2.5 m i l l i o n  paid out in fiscal year 1982 for severance pay, relocation and 
unemployment benefits to former RSH employees. It appears that the original 
legislative analysis which projected a savings of $7 m i l l i o n  underestimated the 
continued use of the state hospital system by residents of southeastern Minnesota and 
overlooked the bargain the state was receiving from RSH's centralized laboratory and 
surgical services. State savings are realized only by shifting some costs to the 
Medicaid budget and reducing service levels at other state hospitals. 

Southeastern Minnesota counties are estimated to experience an increase in costs 
of over $262,905 due to added costs of transporting patients to more distant state 
hospitals and higher costs of using local services when state hospital services are 
not available or too distant to be practical for use. 

As is often the case when costs are shifted from one level of government to 
another, the taxpayer becomes the loser. Added costs covered through tax funds for the 
closure were estimated at nearly a m i l l i o n  and a half dollars. 

Table 1 summarizes the changes in costs which are projected to take place. They 
include maintaining the RSH plant with a crew of 13, remaining severance and 
unemployment costs, caring for southeastern Minnesota residents in other state 
hospitals, substituting community based care for 22.7 percent of the former state 
hospital population from this area who no longer use state hospitals, and adding costs 
to replace services formerly provided by RSH. A l l  costs are net costs and have been 
adjusted to reflect the percentage of reimbursement which is paid or received by each 
level of government. 

Two large costs to the state are the closure of RSH's central laboratory and 
surgical services to other state hospitals. The state Department of Public Welfare 
had estimated that it w i l l  be necessary to spend in excess of $4 m i l l i o n  a year to 
replace these same services in the private sector. However, a change in practice within 
the state hospital system now discharges patients for surgeries to become eligible for 
Medical Assistance thus, shifting the costs to another budget in state government. 

Other financial considerations not in the chart are economic costs to the area, 
personal costs to the patients and their families and costs to former employees. In 
a study by Mary Rieder, Ph.D., of Winona State University, the annual direct economic 
loss to Olmsted County was estimated at $7 m i l l i o n  with a permanent one percent 
increase in unemployment. Families and patients bear the costs of increased travel 
and having to purchase in the private sector certain therapy, lab work, drugs and 
emergency care formerly available to them from RSH at no cost. 

Only 90 of the 500 former employees were transferred to other jobs in the state 
hospital system. An additional 342 received severance and unemployment benefits 
totaling $3,018,334 for the two year period. The remainder retired or were not 
eligible for benefits. 
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Reimbursement 

Data presented on the impact of the closure in Table 1 takes into account, 
the fact that while the Rochester State Hospital was operating it recovered 
over half of its operational costs through third party payments. It's 
reimbursement rate was 55.7% based on the first nine months of fiscal year 
1981, the rate for the rest of the state hospital system was 37.5%. A large 
portion of this income was for surgical patients, but as is the case in any 
hospital, it was available to help defray some of the total hospital overhead 
costs. 

State Cost Shifts 

Because of the Welsch vs. Noot decree the state was required to transfer 
45% of general support and surgical positions from RSH to other state hospitals 
at a time when over half of the MR population at RSH was discharged to the 
community. For this reason the 194 positions eliminated systemwide by the end 
of FY 1982 were disproportionately CD and MI even though a greater portion of 
the population transferred was in these categories. 

An additional cost shift has occurred by removing the surgical expenses 
of RSH from the mental illness budget and paying out the state's full 45% of 
medical assistance for surgeries done outside the system out of the Medicaid 
budget. 

The attached tables provide backup analysis for figures used in Table 1. 

 

At the time the legislature closed the hospital 1t was estimated that 10 
percent of the CD patients from southeastern Minnesota, 60 percent of the mentally 
ill and 90 percent of the MR population would stay in the system. This estimate of 
an overall reduction of 43 percent use of the system has proven to be incorrect. 
Data collected from RSH records for 1980, and from other state hospital records 
since changes in catchment areas took place, show 
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th9 following differences in use of state hospitals by the eleven counties in 
southeastern Minnesota: 

 

 Before Closing 
1980 

Since Closing
1981 

Percent 
Change 

CD  
MI  
MR 

397 
483 
113 
993 

315 
398 
55 
768 

-2151 
-17.6% 
-51% 
-22.7% 

These figures are derived as follows: 

Table 3 shows actual use of the state hospital system for the last quarter 
of FY 82. Using these totals it can be seen that 73 percent of southeastern 
Minnesota patients were treated in their catchment area of Rochester, St. Peter 
for HI and CD and Faribault for MR: 72 percent CD, 77 percent MR and 69 percent 
MI. To obtain the use of the state hospital system now versus when RSH was open 
(see above), the totals in Table 4 were adjusted upward by the percent of 
patients treated outside their catchment area to produce the figures in the 
center column (see above). 

Table 5 lists actual patient days for the last quarter of FY 1982 used to 
calculate total cost of care. 

 



 
TABLE 5 

PATIENT DAYS IN STATE HOSPITALS 
FOURTH QUARTER FY 1982 

 

 MI MR CD 

FREEBORN 463 143 523 
DODGE 288 364 55 
FILLMORE 308 728 136 
GOODHUE 416 285 250 

HOUSTON 525  89 
MOWER 905 533 331 
OLMSTED 2,945 474 990 
RICE 961 1,516 339 

STEELE 788 492 173 

WABASHA 465 720 256 
WINONA 280 706 316 

 8,347 5,961 3,458 

 
Source:   DPW Report RP20 



  

Total all charges for all three illnesses - 
$1,646,101.58  
Total payment for all three illnesses - $616,664.65 
Total county share for all three illnesses - 
$129,251.26 

Note:    Total charges represent full state hospital charges: total 
payment is reimbursed from all sources; county share is ten 
percent of balance. 

SOURCE:    DPW Report RP20  
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COST COMPARISONS 

 
TABLE 7 

ONE  30 DAY INPATIENT MENTAL  ILLNESS STAY 
 

Facility Hospital Charges 
 

Basic Rate Day/Stay       
 

        Ancillaries

 
 
Physician 
Charges 

1
.

 
 
Transport-  
tation

2

 
 
Total 
Charge 

 
 

State 
Share 

 
 
County 

Share
3 

RSH $83.65/$2,509.50  $ 80 $2,589.50 $2,258.55 $    330.90 
Other St. Hosp. 83.65/2,509.50   2,789.50 $2,258.55 539.90 

Small Community 
Hospital 

120.00/3,600.00            (24) $720.00 $1,500 20 5,820.00 -0- 5,820.00 

Large Community 
Hospital 

200.00/6,000.00          (24) $720.00 $1,500 80 8,220.00 -0- 8,220.00 

1. Estimated 
2. From Houston County 
3.  a County pays 10 percent state hospital charge and 100 percent transportation charge.  

b. Because few MI inpatient stays are eligible for medical assistance, the county 
could pay full share.    If eligible for MA, county share is 4.56 percent. 
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County Impact 

Counties have experienced added expense in traveling to more distant state 
hospitals, in replacing services locally which were formerly provided by RSH at no 
charge, and in substituting community based services when other state hospitals are 
unavailable or are too far away for practical use. 

Counties in the southeastern part of the region are hardest hit by added travel 
expense. Houston County calculated actual travel cost increases of nearly $4,000 to 
the Sheriff's budget (25 trips in six months). 

Counties pay 100 percent of the cost of precommitment care and emergency holds, 
they are faced with the higher costs at local hospitals since state hospitals are at a 
greater distance and often not available. 

Services formerly provided by RSH at no charge to outpatients were: medical 
care, laboratory work, electroshock, and surgery. In some cases counties are also 
being asked to both arrange for and pay for medical care and electroshock for 
inpatients at other state hospitals, services which had been available at RSH at no 
charge. 

Counties in southeastern Minnesota feel a particular pinch with outpatient care 
since in the past RSH operated a day treatment program and drop-in center with no 
billing to the counties. A portion of this service has been picked up with Rule 14 
funding in Goodhue, Mower, and Olmsted counties, but these day programs are small and 
cannot replace the over 960 outpatient visits the state hospital recorded in FY 1981. 

When persons use the services of the mental health centers the charge is 
approximately $45 per hour. Funding for these agencies, which comes through CSSA 
grants allocated by the counties, has been cut. Clinics now have fewer resources to 
treat their normal caseloads. The closure of RSH and the added stress to families 
caused by poor economic times have increased the demand for services by up to 50 
percent. This situation results in scheduling of patients so that those in crisis 
are seen while others must wait. These scheduling delays may precipitate further 
crisis among those who are waiting. 

It has been difficult to separate RSH closure costs from two additional cost 
factors for counties: increased costs attributed to the new commitment proceedings, 
estimated at from $800 to $1,000 per case, and increased case load due to economic 
conditions. 

Local Economic Impact 

In a study by Dr. Mary Rieder, an economist at Winona State University, a figure 
of seven million dollars annually was determined to be the direct reduction in 
spending, primarily in the Rochester area, because the state hospital, a business 
previously employing over 500 persons, closed. These figures include estimated 
losses of employee spending, institutional spending and spending by patients, their 
families, visitors and volunteers. When secondary costs were added the estimate was 
$10.9 million. The closure is expected to result in a permanent unemployment 
increase of one percent. 
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Individual Impact 

Financial costs to individuals are two fold: those to patients and those to 
employees. For patients, costs to individuals who use the system and their families 
can include travel to a more distant state hospital. Round trip bus fare from St. 
Peter to Rochester is $20.65; to Caledonia it is $34.65, a considerable expenditure 
for a low income family. If the patient remains in the community, there are added 
costs for therapy, lab work, drugs and emergency care which were formerly free of 
charge at RSH. 

Of the 500 employees, 342 were eligible for severance pay and unemployment 
benefits. Ninety transferred to other jobs in the system thus requiring relocation 
costs. Thirteen remain on the payroll to maintain the buildings and grounds. Some 
retired and the remainder who lost their jobs were not eligible for severance pay. 
In some cases, depending on their status, they were eligible for up to six months 
of unemployment benefits. In addition to losing income, many also lost health 
benefits for themselves and their families. They also incurred personal costs 
related to seeking new employment and facing possible relocation as well as 
adjustment to reduced family income. 


